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Demon Monte Carlo IsingkX

nonlinear feedback (derivatives, leverage, stop-loss)
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many-body interactions
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reverse-engineering
the market
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1. avoid fitting time-series models to past data (lagging information)
2. express human behaviour through a spin energy (cost) function

3. minimise the energy function using Demon Monte Carlo applied to Ising
spin lattices
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Due to the presence of non-linear feedbacks caused by derivatives and
forced stop-loss position liquidation caused by excessive leverage, foreign ex-
change currency markets deviate largely from ideal Random Walk stochastic
processes.

3 equilibrium(] disequilibrium

Macroeconomics treats human behaviour as random noise, it averages out
microscopic trader interactions from econometric models. As a result main-
stream equilibrium economics breaks down during panics; it does not handle
extreme events.
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Black-Scholes, Random Walk break down

4 behavioural econophysics beats the

Random Walk
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