Behavioural finance stockmarket model
Fear, greed etc.

Critical issue is how long stock has been held by current owners, long period of low trading/volatility means that current holders have held the stock a long time this affects things, e.g. after a long bull run current holders will be willing to sell and take profits leading to a major meltdown for a minor trigger

Market has periodic major meltdowns, the trigger is usually something pretty irrelevant

After a drastic fall the price stays down because (1) as soon as it riskes people see it as an opportunity to get out and (2) it not is considered higher risk be definition of drastic move/drastic fall and so has a higher discount i.e. lower valuation.

All market emotions are based on relative things, the status quo becomes the baseline for positive and negative moves, e.g if the dow is down 100 points every night for a week in a row and then is down only 20 points this will bring relief and a positive spurt on the local market.

Only buy/sell a stock when it breaks its trend, e.g. when it moves 15% against a previous uptrend/downtrend then buy/sell the stock. Hold it as long as it's in an uptrend this goes for intra-day pricing all well if it rises 10% then falls 2% get out.
Try a simple model based on earnings yield vs. cash yields, always go for the best yield and you might miss a few bull runs but the overall effect might be good over the long term. Also it’s a very safe strategy rather than trying to guess the market direction. The key philosophy has to be ignore the future, i.e. is this good value NOW, ignoring any hope or prediction that the price will rise.
Mental analysis is easier if you ignore 'the market' i.e. the index, and look at individual stocks, i.e. would you choose ANZ or cash, not would you chose the index or cash.
If you want to benefit from an overreaction in prices you only have a few hours or even minutes in which to trade before the price bounces back to the new steady level, so you have to have your new valuation done and buy in chunks as the price falls through the floor (if there is going to be a bounce back which isn't certain). Also these events happen rarely so you have to wait weeks or months then be ready to pounce within minutes.

Periods of high volatility represent a lot of shares changing hands. When investors have held stock for a long time they are willing to take profits and sell, when new investors acquire stock they don't usually sell in the short term which is why a period of high volatility should be followed by a period of low volatility and vice versa.
If stock has been stable for a long time then a major negative announcement is likely to have a large impact, if there has been a series of negative problems the market will have adjusted to the idea and the impact of bad news should be smaller

Stock prices should fall in times of high volatiliy and drift higher in stable periods as the risk discount that investor's apply to the stocks should be higher when volatility is higher. This falls into the category that people becomed dulled to the status quo, i.e. a series of bad announcements investors come to accept that happening as the norm and will greet another announcement with acceptance, for a stable stock it is a big shock and will lead to a big fall.
In most industries destruction can be instant and total, creation is slow and takes time (except for winning a big deal or a new mining discovery for example). Patterns of positive and negative reactions aren't the same. A negative drop can be unlimited. Positive rises seem to be limited to a certain raise each day, as each new night passes without bad news a stock is willing to rise by another step the following day as stability is gradually restored.

NOTE: in mining it can be the oppositve, mines where out slowly (negative news) but new discoveries are instant (positive news)

Volatility burns itself out, after a period of intense trading people chew up their money in brokerage and get tired and scared of frequent trading and things return to stability with stable prices and low trading volumes.

When looking at long-term issues e.g. multi-year charts you need to tie it back to changes in interest rates and company profits to understand it.

There are thousands of issues and effects but this is like option pricing before black-and-scholes, thousands of effects were replace with a simple mathematical model, the holy grail of stock prices is to do the same thing. They did it by ignoring the effects and creating a simple mathematical model of stock price moves (random walk).

There are possibly two models, one for individual companies and one for the market as a whole, although peoples psychology doesn't change in companies you have timing and life cycle issues, in market you have herd mentality emotions and rotation between asset classes
Stocks go through some large changes over 6 or 12 months, say 30% or 40% of the stock price, even though there are no announcements or real significant changes that would affect the business's operations. Not sure the cause or implications of this.

The aim of the model is to be able to predict at least on the of following


When stock prices are going to go up or down


When a rare value-buy or value-sell occurs as a time to buy/sell


When an asset class represents a good long-term buy or sell, e.g based on yield

Its possible that the market really IS efficient and future events are impossible to predict, you wouldn't want to spend your entire life looking for something that doesn exist, like turning lead into gold. On the other hand the market missed the 10-year bull run in banks completely, they should have been priced as growth stocks for 10 years and they were priced largely as utilities the whole way through.

