The Cumulative DSI

Brett N. Steenbarger, Ph.D.

www.brettsteenbarger.com
Note:  This article will update the Cumulative DSI periodically.  It was last updated on 11/28/03.

The Demand/Supply Index is an end-of-day indicator that sums the number of stocks in a basket that display threshold positive momentum (Demand) and the number of stocks that display threshold negative momentum (Supply).  In general, when the balance between DSI Demand and DSI Supply is positive and rises from one day to the next, the short-term trend is up.  When the balance is negative and drops from one day to the next, the short-term trend is down.  Prior to trend reversals, we tend to see waning positive DSI balances in advance of a decline and strengthening negative balances in advance of a rise.  

A very high level of Demand or a very weak Supply number tends to produce price follow through the next day.  Low Demand combined with Low Supply tends to occur in relatively flat, trendless markets.  When the balance between Demand and Supply is positive, it means more stocks are displaying positive momentum than negative momentum.  One should be cautious in shorting such a market.  Conversely, when the balance is negative, it means that the majority of stocks are showing negative (downward) momentum, and one should be careful about taking the long side.

An additional application of the DSI is as a cumulative measure.  Here we simply keep a running total of the DSI balances each day, similar to an advance-decline line.  If you look at the chart linked on the Articles page of the website, you can see that the Cumulative DSI serves as a nice medium-term overbought-oversold indicator.  When the Cumulative DSI has been near 30, we have tended to see markets pull back.  When the Cumulative DSI has been in the vicinity of –15, we have tended to see market bottoms.  

Notice the market’s tendency in recent months to make higher highs and higher lows with successive Cumulative DSI peaks and valleys.  This is what makes a bull market.

In the short run—using daily numbers—the DSI identifies opportunities for trend continuation.  In the medium-term—using a cumulative balance—the DSI identifies regions of trend reversal.  This is thus a helpful indicator for both short-term and swing traders.
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