Does the ASX Always Follow the US?

There is a very commonly held belief that the Australian market
almost always reacts to and therefore follows the direction of the
US stock market. For quite some time I have felt that this belief was
questionable. I decided to make the time to research it. What I found
out may surprise some readers.
An immediate problem was whether this vague belief was based on
the opening price or the closing price for the day following trading
on the US market. I have reservations about the opening price for
ASX indices. I don’t really understand exactly how they are
calculated. In particular the opening values for the indices are
available before the market is fully open. This means that it only
reflects changes in the stock(s) that will open first, rather than an
across-the-market opening.
I decided that I would use only closing prices in the comparison. If
readers are of the view that I made a wrong decision here, they are
welcome to do their own research based on the opening index
values. However, I feel that the open will always be suspect in the
sense that it does not reflect the entire market.
I also decided that I would start my research from January 2007. I
chose this as being the last year of the last bull market. Exactly when
the bull market ended and the bear market began is thus avoided.
The other problem was what to do when there were public holidays.
The decision I made was to compare the ASX direction to the US
direction on the last day that the US market traded before the
relevant day on the ASX. This might be across more than a two-day
weekend at times, but they are fairly rare.
The indices that I chose to compare were:
ASX: The All Ordinaries index
US: The S&P500 index.
I felt that these indices were reasonably comparable. I could have
used the ASX200, but my feeling (not tested) is that its direction
tends strongly to be the same as the All Ordinaries except on days
when the change from the previous day is quite small.
What I have found is this:
1. Over whole the period January 2007 through June 2011, the
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direction of the ASX was different to the US 29% of the time.
2. The month with the lowest number of days where the direction was different was June 2009 when
only 10% of days saw a different direction on the ASX.
3. The month with the highest number of days where the direction was different was April 2011 when
61% of days saw a different direction on the ASX.
My general conclusion is that there is a strong correlation in direction, but it is not a certainty by any means.
We therefore need to be very careful in basing short term buy and sell timing decisions on the direction of
the ASX based on the overnight direction of the US market. The range of likely outcomes is too great for a
confident prediction.
Before we finish, let me point out something else. I have only researched direction in the sense that the
markets closed up or they closed down. I have not looked at whether days where the US market has moved
by more than a certain percentage change is more or less likely to mean the ASX will follow its direction. I
readily admit that this is possible, but I have not researched it. The main reason is that I would not use such
information myself because of my timeframe as an investor, so it is not worth my time to do the analysis.
However, if any reader is interested to do such an analysis, I would be very interested to know the results
and would be willing to publish them if the reader wishes to make the results more generally available.
On the previous page, I have shown the month-by month and overall average results of my research. I have
also calculated an average for each of the years, which do not differ hugely (the range is 24% to 31%) from
the overall average of 29%.

To read more of my work
Previous Articles
All my previous articles for the free website are now on the Educational Articles page on the Free Resources
menu. They are now listed alphabetically by title with a brief description of their contents.
Books
I have written two books, both of which are available for purchase from the Buy Books

menu:

BUILDING WEALTH IN THE STOCK MARKET – A proven investment plan for
the best stocks and managing risk

finding

THINK LIKE THE GREAT INVESTORS – Make better decisions and raise your
to a new level

investing

Members Website
Follow my thinking on my own investments, disclosure of my portfolio as I go, weekly market scans, weekly
market charts and analysis plus many more articles about investing and analysis
I am one of the very few investors who publishes their investment results each year, which I have done since
2000 – see the Investment Returns page on the About Colin menu on the website
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