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Note:  This article was written on 12/26/03 to update descriptions of the indicators followed by the Trading Psychology Weblog.

The Trading Psychology Weblog has evolved considerably since its inception in June, 2002.  It began and continues as my personal diary of market behavior and trading ideas.  Originally devoted to intraday trading, the Weblog now covers a range of indicators and trading ideas for holding periods lasting from a few hours to a few months.  

Just as the Weblog itself has evolved, so have the measures that it follows.  Below is an alphabetical list of the indicators, a brief description of each, and an overview of how each is used:

Cumulative Trend Index (CTI) – This is a useful measure of market trend over an intermediate-term swing period.  The CTI is simply a running total of the one-minute readings of the Power Measure (see below).  The slope of the CTI indicates whether a market is gaining or losing trend strength.  It is quite common for the CTI to top and bottom out ahead of the general market on swing moves, making it a useful warning indicator.  Because the CTI turning points can lead the market by several days, the CTI is not ideal as a measure for pinpointing tops and bottoms.

Demand/Supply Index (DSI) – The DSI is an end-of-day measure that is useful in intermediate-term swing trading.  Demand is measured as the number of stocks that close above a longer-term moving average (measured in weeks) and that close above an envelope around a shorter-term moving average (measured in days).  These are very strong stocks.  Supply is the number of stocks that close below their longer moving average and below the envelope surrounding their shorter-term moving average.  When Demand exceeds Supply, this is supportive of a short-term uptrend.  When Supply exceeds Demand, there is support for a short-term downtrend.  Thrusts up or down in the DSI, where today’s value is much higher or lower than yesterday’s, often produce continuation of the move the next day and often beyond.  If you subtract Supply from Demand and keep a cumulative total, this Cumulative DSI Line is a very useful intermediate-term measure of market momentum.  

Efficiency Index – This measure looks at the degree to which readings in the NYSE TICK (see below) are moving the broad market (NYSE Composite Index) in price.  An efficient market is one in which we see large amounts of price gain/loss per unit of NYSE TICK.  An inefficient market is one in which extreme TICK readings fail to move price meaningfully higher or lower.  It is very common across time frames for trends to start with high efficiency and end with waning efficiency.  The Efficiency Index is calculated on a five minute basis and is most useful for short-term swing trading.

Institutional Trading Monitor – This is a relatively new, core measure followed by the Weblog.  It can be calculated on an intra-minute basis for daytrading, cumulated on an intraday basis for short-term swing trading, or aggregated on an end of day basis and used for intermediate-term decision-making.  There are actually three separate institutional measures:  Institutional Buying, Institutional Selling, and the Institutional Composite.  The Composite is a weighted average of the Buying and Selling measures and is useful as an overall gauge of what the institutional players are doing in the market.  Institutional Buying represents the cumulative sum of price rises in situations where a core group of actively traded stocks moves higher in synchrony.  Institutional Selling is the cumulative sum of price declines in situations where the group of stocks moves lower in unison.  The idea is that, when actively traded stocks move in lockstep, it is usually because institutions are buying them in baskets.  By isolating price changes during those “unison” occasions, we can sort out whether institutions are net buyers or sellers at any given moment.  The idea is to always trade in the direction of the institutions, given their ability to move markets.

Market Money Flow – Here is another new measure, a variation on the standard technical tool.  Market Money Flow is calculated on an intra-minute basis and aggregated across a basket of actively traded stocks to provide end-of-day readings.  The Market Money Flow looks only at large trades in the market and whether these trades move the market higher (positive money flow) or lower (negative money flow).  Market Money Flow is thus an effort to assess institutional activity in the market.  My research finds a very good correlation between the Market Money Flow measure and the Institutional Composite (see above) despite measuring institutional participation very differently.  This provides a degree of construct validity for the measures.  As with the Institutional Composite, you want to be trading in the direction of Market Money Flow.

Market Turbulence Index – This measure takes two baskets of stocks and compares them for relative strength.  One basket consists of high volatility issues; the other consists of low beta stocks.  During market trends, the high volatility stocks tend to lead both to the upside (in bullish trends) and to the downside (in bearish trends).  When the two baskets cross over and exchange relative strength positions, trend change is generally under way.  Market turbulence is my name for the relative strength shifting that occurs among the stocks in the two baskets.  When the stocks are engaged in significant shifting of relative strength positions, this turbulence generally accompanies or precedes a change in short-term trending behavior.  

New Highs and New Lows – This is the number of stocks each day that close at new highs or new lows over a 20 day period and over a 65 day period.  These statistics provide a useful complement to the standard 52 week new highs and lows quoted in most newspapers and data services, aiding short- and intermediate-term swing trading.  In general, when the new highs outnumber the new lows—and particularly when the difference between new highs and new lows is growing—the intermediate-term trend is bullish.  When new lows outnumber new highs—especially when the gap is widening—the intermediate-term trend is bearish.  The new highs/lows are the single best validator of breakout moves that I have found.  Over just about any time frame, moves out of a range that are not accompanied by an expansion of new highs or new lows are less likely to continue in their direction than breakout moves which feature an expansion of new highs/lows.  Measuring new highs and lows on an intraday basis—the number of stocks making new highs or new lows over the past several hours—is helpful in trading intraday breakouts.

Power Measure – This is one of the core intraday measures followed by the Weblog and is useful for both intraday and short-term swing trading.  It is the best measure of trendiness that I have managed to develop.  Trendiness is different from momentum.  It is a measure of the market’s tendency to move directionally over a given period of time.  A high positive number on the Power Measure denotes a strongly uptrending market.  An extreme negative number suggests a strongly downtrending market.  Power Measure readings near zero represent non-trending, choppy markets.  All other things being equal, when the Power Measure is significantly positive, intraday traders should be buying dips in the market.  When the Power Measure is distinctly negative, intraday traders should be selling market bounces.  In a neutral trending market, the intraday trader looks for breakouts to either trade or fade, depending on the strength behind the candidate breakout move.  If I had to summarize my intraday trading strategy in a few seconds, I would say that I take positions in the direction of the Power Measure and the Institutional Composite (see above) when these are both positive/rising or negative/declining.

PowerSwing Index – The PowerSwing is a new measure that I developed to aid in short-term swing trading.  It is a variant of the Power Measure (see above) applied to a larger time frame.  Thus, it measures the degree to which the market is moving directionally from day-to-day.  It is interpreted similarly to the Power Measure, and thus identifies uptrends, downtrends, and neutral markets on a swing basis.  Just as the Power Measure can be cumulated to create the Cumulative Trend Index (CTI; see above), the PowerSwing can be aggregated to create the Cumulative PowerSwing Index.  This provides an intermediate-term look at trend for longer-term traders.

Swing Trading Index (STI) – The STI was one of the first measures that I developed to assess market trend and momentum over a short-term, swing horizon of several days.  The STI uses ES and NQ futures prices and volume at five minute intervals to determine when traders are gravitating to the upside or downside.  It is not uncommon for the STI to top out ahead of the broad market preceding downside swings and vice versa, with the lead time greater at tops than bottoms.  Shifts in the STI from negative to positive and vice versa often represent good points for short-term swing trades.

TICK – The NYSE Cumulative TICK is the number of stocks upticking vs downticking at any given moment of trading.  There is also a TICK measure for the NASDAQ stocks and for the Dow Industrials.  The TICK tells you if there is buying or selling strength in the market; a simple moving average of the TICK indicates if such buying or selling is on the rise or whether it is waning.  The intraday TICK values can be aggregated into a Cumulative TICK Line.  This is a very useful swing measure that tends to lead market turning points.  Shifts from an upward to a downward sloping TICK line (and vice versa) often locate good points for entry on swing trades.

TWAP – This stands for Trade Weighted Average Price.  It is the volume-weighted average price for the ES futures during the regular trading day, where volume is measured in the number of trades—not the number of contracts traded.  The TWAP is a useful reference point.  Markets that close (and open) well above their TWAPs are in a bullish short-term mode and vice versa.  When the market makes a breakout move, the TWAP is one of the first places to look for a trailing stop.  On occasions when the TWAP will stay relatively constant for several consecutive days, a breakout swing trade is often at hand.

When I see unusual and worthwhile developments in one or another of the measures, I will generally post a low-resolution chart of the indicator’s behavior for easy downloading.  My weekend entries in the Weblog will largely focus on charts that speak to the market’s big picture and to the introduction of new or revised market measures.

What is important about the above measures is not their individual readings, but how these readings are woven together into a coherent picture of market trend and momentum.  On an intraday basis, I look for dips in an uptrend, bounces in a downtrend, or breakout moves in a neutral, range-bound trend for entries.  The idea is to place trades in the direction of the general trend, and in the direction of institutional activity.  

On a swing basis, my trading strategy is somewhat different.  The best swing opportunities occur when a short-term trend is exhausted.  These are overbought and oversold points where price moves become inefficient, momentum and trendiness wane, and new highs/lows dry up.  Once you hit such extremes with loss of market strength and the institutional activity turns the other way, you have a good swing trade setup.  

In a word, then, my intraday trading tends to be very short-term trend following; my swing trading tends to be selectively counter-trend.  
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