January 31, 2004 

Here's the new article on the factors that contribute to success among elite athletes and the implications for traders, and here's the first article in that series.  Articles on related topics include Proofing the Trader and Trading as Mental Warfare, as well as Trading as a Performance Sport and Tacit Knowledge and Trading.  Tomorrow I will post a new article on short-term trading, and a chart of the week. 

January 30, 2004 

Market Update 

Data as of 1/29/04:

Position in the Market as of Close:  Flat; No Trades.

Overview:  The market yesterday nicely followed the pattern mentioned in yesterday's blog entry, as we moved below the previous day's lows but closed higher.  This entry will be abbreviated, as I'm on the road.  The Power Measure of short-term trendiness remains bearish, as does the PowerSwing Index and the Swing Trading Index.   Most important, for the first time in weeks we have seen new 20 day lows dramatically expand and exceed new 20 day highs: 1159 to 491.  During the bull rise, such an inversion has marked an intermediate-term buying opportunity.  If we do not see new highs exceed new lows shortly, we will begin to have confirmation of an intermediate-term trend change.  Supply once again exceeded Demand significantly on the DSI, and we are now nearing levels associated with market bottoms.  Similarly, we are near market bottoms on the NYSE TICK and Efficiency Index.  Institutional Buying was significantly heavier than average with the afternoon rally, exceeding Selling.  I am closely watching to see if yesterday's lows mark a momentum bottom, which would set up at least a test of the bull highs.  Intraday, however, bounces that remain below yesterday's highs have to be viewed as continued opportunities for selling. 

January 29, 2004 

Market Update 

Data as of 1/28/04:

Position in the Market as of Close:  Flat. 

Trades During Day: 

Sold ES 10:19 ET; Bought 10:23 ET; -.7 point

Sold ES 10:50 ET; Bought 14:16 ET; +3.0 points

TREND:  We entered the day in a downtrending mode and could not convincingly break above the prior day's TWAP, setting up a significant decline late in the day.  The Power Measure of short-term trendiness is quite negative, as is the longer-term PowerSwing Index.  We dropped to new lows on the Cumulative Trend Index, which had nicely anticipated the current weakness.  The Swing Trading Index closed solidly negative at -424, putting short-term and swing-term measures in gear to the downside.  Wednesday's TWAP of ES 1138 was well below Tuesday's level, and we are trading well below that point as I write.  The weakening trendiness and momentum noted over the past several days have finally brought us a corrective mode.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly lighter than normal, and Institutional Selling was significantly heavier than usual, giving us the downtrending day and dragging the Composite lower.  Money Flow was also negative on the day, and Institutional Sentiment, which had been perking up, plunged during the late selloff.  We will need to see a significant pickup in institutional buying over selling to reverse this market weakness.

MOMENTUM:  Selling pressure was quite high, as evidenced by the number of stocks making new lows on the intraday measure and by the very weak Cumulative NYSE TICK.  Indeed, we are near or at points recently associated with short-term market bottoms on the Efficiency Index, the TICK, and the Power Measure.  The Cumulative Demand/Supply Index plunged, as Demand was overwhelmed by Supply: 30 to 174.  We are not yet at Cumulative DSI numbers normally associated with intermediate-term market bottoms.  We finished at a very weak -975 on the Overbought/Oversold measure, confirming the downtrend.  New 20 and 65 day highs dropped to 1028 and 785, and new 20 and 65 day lows meaningfully expanded to 668 and 104.  We are not yet at a level of new lows vs. highs that has characterized intermediate bottoms. The Market Turbulence Index, which has been persistently indicating a trend shift of late, remains elevated at 42, with high volatility issues modestly underperforming low beta stocks in relative strength--also consistent with the downtrend.

SUMMARY AND STRATEGY:  Here's a research tidbit from the 12/16 weblog:  "Let's see what happens when four times as many stocks close below the envelope as above it now going back to 9/2002.  We've had 38 such days.  The low of the next day was lower than the close of the 4:1 day 29 of the 38 occasions, by an average -.57%.  But the close of the next day was higher than the close of the 4:1 day 24 of the 38 occasions, for an average gain of +.44%.  So once again, we have evidence of reversal the day following a very negative momentum day."  The trend remains down and selling bounces that stay below ES 1135--and especially below the Globex highs--is the operative intraday strategy.  Given the research note above, however, weakness during the day that does not expand the number of stocks making short-term lows should not be chased. 

January 28, 2004 

Market Update 

Data as of 1/27/04:

Position in the Market as of Close:  Flat. 

Trades During Day: Bought ES 10:38 ET; Sold 11:07 ET; -1.1 points.

TREND:  Yesterday's entry observed, " The good news is that the market is making new highs; the bad news is that each rise is coming on weaker momentum--not usually positive for trend continuation."  The market demonstrated that, as we broke below the important ES 1150 level noted in the strategy section and continued lower through the day.  The Power Measure returned to bearish territory, joining the PowerSwing Index.  The Cumulative Trend Index made fresh lows, underscoring that there is better trendiness to the downside than upside.  The Swing Trading Index returned to negative territory, closing at its day's low of -290.  Tuesday's TWAP of ES 1148 was above Monday's level.  We closed well below that, however, and traded even lower overnight before a Globex rally has pulled us significantly off the overnight lows.  A break above the TWAP, especially that expands the number of stocks making short-term highs, would take us out of the short-term downtrending mode.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was modestly weaker than normal; Institutional Selling was moderately heavier than usual.  This contributed to the day's weakness and a modest drop in the Composite.  Institutional Sentiment pulled back with the decline, as did Money Flow.  We will not be able to sustain new highs without a return of the large traders to the buy side.

MOMENTUM:  Momentum continues to weaken, as seen in the Cumulative NYSE TICK, the Efficiency Index, New Highs/Lows, and the Cumulative Demand/Supply Index.  Demand finished the day at 39; Supply ended at 71.  New 20 and 65 day highs dropped to 1400 and 1083, while new 20 and 65 day lows finished at 332 and 57.  We have been seeing persistent elevated readings in the Market Turbulence Index the past several days, which normally accompanies a shift in short-term trend.  High volatility stocks are underperforming low beta issues in relative strength, consistent with a short-term downtrend.   The Overbought/Oversold Index closed at 71, its low for the day.  We need to see outright negative numbers to confirm a downtrend; it is during uptrends when markets bottom near the zero level of the OB/OS.

SUMMARY AND STRATEGY:  The short-term trend is down and momentum continues to fade in this market.  I have expressed caution in the last few days, given the increasing choppiness to the market and the weakness in many of the measures outlined above.  The fact remains, however, that despite selling pressure, yesterday's market remained above its previous day's lows on most major indexes.  That is not bear market action.  Until we get a meaningful expansion of 20 day lows and a pattern of lower lows and lower highs, it is premature to write off the bull trend.  As a result, I am viewing this as a range bound market for intraday trading, using yesterday's highs and lows as broad parameters.  A move above the ES 1148 TWAP would target recent highs; failure to move above the TWAP on buying pressure would target a test of the recent lows.  Moves to either extreme that do not expand the number of stocks registering new highs/lows are highly suspect. 

January 27, 2004 

Market Update 

Data as of 1/26/04:

Position in the Market as of Close:  Flat. 

Trades During Day:

Sell ES 10:01 ET; Buy 10:09 ET; +.6 point

Buy ES 10:12 ET; Sell 10:43 ET; -1.3 points

TREND: The market held above its previous day's lows despite significant selling pressure early in the day and vaulted higher in the afternoon, closing at new highs on most major indexes.  The solid upside afternoon action took the Power Measure into positive territory, but the PowerSwing Index remains bearish.  The Cumulative Trend Index closed smartly higher reflecting good trending in the afternoon, but remains well below recent peaks.  The Swing Trend Index closed at its day's high (+464), which often leads to higher prices the following day.  Monday's TWAP of ES 1145 was ahead of Friday's level, consistent with an upward short-term trend.

INSTITUTIONAL TRADING MONITOR: Institutional Buying was stronger than normal, and Institutional Selling was lighter than usual, contributing to a sizable gain in the Composite and powering the market higher through the day.  Money Flow was modestly positive on the day, as we broach recent highs.  Institutional Sentiment took a nice leap upward, particularly in the afternoon.  We will need to see continued institutional buying pressure to sustain highs here.

MOMENTUM: The Overbought/Oversold Index closed at its high for the day, +860, putting it in solid bullish range.  Intraday highs dominated lows in afternoon trading--a plus for short-term strength, but overall the number of stocks registering 20 day highs vs. lows is not confirming this rise to new highs.  New 20 and 65 day highs finished at 1546 and 1194; new 20 and 65 day lows ended at 311 and 64.  The NYSE Composite TICK is also lagging here, as is the Cumulative Demand/Supply Index, which was ho-hum for such a strong trending day.  Demand finished at 53; Supply at 48.  The good news is that the market is making new highs; the bad news is that each rise is coming on weaker momentum--not usually positive for trend continuation.

SUMMARY AND STRATEGY:  The short-term trend is bullish, and we closed well above the day's TWAP.  Some give-back is normal after such a rise, but dips that remain above ES 1150 are candidates for intraday purchase.  If this is a valid breakout, we should see continued institutional buying strength, expansion in the number of stocks making new highs, and a breakout in the DSI.  I have my doubts about the longevity of this recent movement, but as long as the trend measures point upward, I have to respect those. 

January 26, 2004 

Market Update 

Data as of 1/23/04:

Position in the Market as of Close:  Flat. 

Trades During Day: Long ES 10:04 ET; Sell 10:14 ET; +2.6 points.

TREND: The market tested its highs in the morning but could not break through and moved lower through the afternoon, bouncing off its day's lows late in trading.  This action took the Power Measure solidly into bearish territory, where it is at levels normally associated with short-term market bottoms.  The same is true for the PowerSwing Index, leading me to believe that we could see an effort at a rally today.  As the Chart of the Week indicated, we have seen a drop in the Cumulative Trend Index to multi-week lows, suggesting that the markets are finding it easier to trend in the downward direction than upward.  This tends to limit the potential of any upside movements.  The Swing Trading Index closed weaker at -181; we need to see positive numbers to sustain any rally.  Friday's TWAP of ES 1142 was below Thursday's level, consistent with a short-term downtrend.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly lighter than usual, and Institutional Selling was significantly heavier than normal, contributing to the market's weakness through much of the day.  The sharp drop in the Composite mirrors the weakness in the CTI and sends a similar message of a market losing upside support.  Institutional Sentiment remains quite weak, at levels normally associated with short-term market bottoms.  Money Flow, however, was actually slightly up on the day, though it, too, appears to be in a topping mode.

MOMENTUM:  We closed lower on the Cumulative NYSE TICK measure, reinforcing the theme of a topping market.  The Efficiency Index moved lower, though not yet at levels recently associated with short-term bottoms.  The Demand/Supply Index closed in negative territory, with Demand at 44 and Supply at 59.  This moved the Cumulative DSI lower, also placing it in topping mode.  New 20 and 65 day highs dropped to 1407 and 1069; new 20 and 65 day lows finished at 330 and 60.  Until we see new 20 day lows expand beyond the 359 registered on 1/20--and especially until we see new 20 day lows outnumber new highs--there is no significant risk of a major correction.  Intraday new highs/lows reached a level in the afternoon near that associated with recent short-term market bottoms.  The Market Turbulence Index hit a significant 42 during the day, indicating a level of relative strength shifting among stocks normally associated with a short-term trend change.  High volatility stocks are running about even with low beta stocks, giving a neutral trend indication by the close.  The Overbought/Oversold Index closed at -255, indicating weakening upside momentum.

SUMMARY AND STRATEGY:  The short-term trend is down, which means that the operative intraday strategy is to short market bounces that remain below the ES 1142 TWAP.  We are close to a short-term bottom on several measures, so any test of Friday's lows that either does not make new lows or does not expand the number of stocks registering fresh new lows would be worth fading.  We have lost much upward trendiness and momentum, raising doubts about the longevity and extent of any coming market bounce. 

January 25, 2004 

The new article on short-term trading illustrates how ideas about stationarity can be woven into one's trading methods.  The article, which is the first in a series, introduces ways in which I analyze the market for swing and intraday trades.  See also the new article on how traders use their subconscious cognitive capacities to process market data.

Trading Summary
Week of 1/19/04 - 1/23/04

Number of Trades:  3

Winning Trades: 3 (Total ES Points = 5.9)

Losing Trades: 0 (Total ES Points = 0.0)

Net Profit (Loss) for Week in ES Points:  5.9 

January 24, 2004 

Research Note
The market on Friday closed with the heaviest Institutional Selling since December 12, 2003.  Since August, when the market has had similar levels of Institutional Selling (N=13), the S&P 500 on the following day has averaged a gain of .33% (8 up, 4 down, 1 unchanged).  The S&P 500 the following week has averaged a gain of 1.23% (9 up, 4 down). 

The Chart of the Week focuses on the Cumulative Trend Index and its breakdown from recent peaks.  It is one reason I am cautious about the upside potential of the current market.    

Part One of an article on how short-term traders process information subconsciously is available; I'll be writing and posting Part Two next weekend.  Meanwhile, here's a link to a New York Times story about how athletes process information subconsciously.  This academic article nicely describes confirmation bias: the tendency we have to pay attention to events that fit our expectations and ignore evidence that goes against what we expect.  My latest article tries to make sense of both these phenomena. 

January 23, 2004 

Note:  This weekend I will be posting articles on the development of trading expertise and on the evolution of my trading system, which is finally up and running. 

Market Update 

Data as of 1/22/04:

Position in the Market as of Close:  Flat. 

Trades During Day: None

TREND: The market could not sustain an early rise and spent the remainder of the day in consolidation mode.  This left the Power Measure in neutral territory, just slightly below zero, which places us in breakout trading mode.  The PowerSwing Index continues its negative readings, and the Cumulative Trend Index has once again backed away from recent peaks.  The Swing Trading Index closed at -102; we need to see a return to positive territory to sustain an uptrend.  Thursday's TWAP of ES 1145 was ahead of Wednesday's level, giving us the seventh straight day of rising average prices.  

INSTITUTIONAL TRADING MONITOR: Institutional Buying was average, while Institutional Selling was heavier than normal, contributing to this week's first decline in the Composite.  Money Flow was modestly negative on the day and Sentiment was quite negative, pushing the oscillator to recent lows.  We do not normally see important market peaks at such low levels of short-term sentiment.  

MOMENTUM: The Overbought/Oversold Index closed at 454 after hitting an overbought 1226 earlier in the day.  We need to see negative numbers to confirm any market correction of note.  The Demand/Supply Index closed with a negative balance.  Demand was 43 and Supply was 64, turning the Cumulative DSI lower.  We appear to have peaked on the Efficiency Index, and the Market Turbulence Index closed with an average reading.  High volatility stocks are performing evenly with low beta issues, giving no solid short-term trend indication.  New 20 and 65 day highs dropped to 1737 and 1332, while new 20 and 65 day lows ended at 289 and 63.  The new highs continue to dominate new lows, and the inability of yesterday's corrective action to expand new lows is a short-term plus for the bulls.

SUMMARY AND STRATEGY: The market is in a neutral short-term trend, placing us in a breakout trading mode for the day.  Dips that remain above the ES 1145 TWAP are candidates for purchase for aggressive traders; otherwise breaks below yesterday's lows or rises above yesterday's highs that expand the number of stocks making fresh short-term highs or lows would provide breakout parameters to trade.  Moves toward these extremes not accompanied by an expansion of new highs/lows are candidates for fading.  The cautionary notes I raised in yesterday's blog remain concerns today, and I will be cautious about chasing any moves to new highs that are not accompanied by strong participation and institutional buying. 

January 22, 2004 

Market Update 

Data as of 1/21/04:

Position in the Market as of Close:  Flat. 

Trades During Day: Long ES 10:38 ET; Sell 11:06 ET; +1.1 points.  I am in the process of refining an intraday trading system that takes limited swing trades, with morning entries.  More on that this weekend.  I will post the trading results during this period of development to track progress and summarize results at the end of each week.

TREND: Yesterday's blog entry noted several indicators in a bottom range, including the important Power Measure of short-term trendiness.  In keeping with the downside trend at Tuesday's close, the market started the day weak.  Failure to expand the number of stocks registering new lows, however, led to a stabilization and then a solid rally through the afternoon.  The Power Measure moved into positive, bullish territory, though the PowerSwing Index remains negative.  The Swing Trading Index closed at +126 after briefing touching modestly negative numbers in the morning.  We want to see continued positive values for the STI to sustain the uptrend.  The Cumulative Trend Index moved nicely higher, but remains below its recent peaks--one of several cautionary notes in today's indicators (see below).  Wednesday's TWAP of ES 1140 was nicely ahead of Tuesday's level, and we are handily above that point in pre-opening Globex trading as I write.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly stronger than normal, and Institutional Selling was significantly lighter than usual.  The result was a sharp rise in the Composite.  As mentioned many times here, we are unlikely to get a significant correction as long as the institutional trading is skewed to the buy side.  Money Flow was modestly positive on the day, but is not expanding as much as one might expect given the recent rise.  Institutional Sentiment bounced up, but is hardly in a range indicating euphoria.  This bodes well for the bulls.

MOMENTUM:  We continue in a range that has marked recent market tops in the Cumulative TICK indicator, and now we're seeing  a topping level in the Efficiency Index as well.  The latter has been an excellent timing tool during the market rise, so this raises a cautionary note for the bulls.  My greatest source of caution, however, comes from the Cumulative DSI, which is also in topping mode, and the market's failure to significantly expand momentum among individual stocks.  Demand finished the day at 53; Supply at 45--unusually tepid numbers for a day where major averages hit new highs.  Interestingly, new 20 and 65 day highs dropped from their prior level, ending at 1922 and 1469, while new 20 and 65 day lows dropped to 297 and 53.  The new highs/lows are also looking toppy here, particularly among the stocks in my basket that mimic the SP.  Finally, high volatility stocks are distinctly underperforming low beta issues in the Market Turbulence Index, failing to confirm the recent market rise.

SUMMARY AND STRATEGY:  The short-term trend is up, which means that buying dips that remain above the ES 1140 TWAP is the operative intraday strategy.  I will be watching carefully to see if the market can expand new highs on any move upward and if the high beta stocks can regain leadership.  If not, there are several indications that the recent rally may be reversed.  You may recall the SOX and Stocks article from earlier in the month; moves in which the SP outperforms high beta indexes have less likelihood of continuation than moves led by the volatile stocks.  

January 21, 2004 

Market Update 

Data as of 1/20/03:

Position in the Market as of Close:  Flat. 

Trades During Day:  Short ES 10:00 ET; Cover 10:36 ET; +2.2 points.  Continued institutional buying strength and inability to break previous day's lows are preventing me from holding short positions over a swing period.

TREND:  The market made a seeming upside breakout in the morning, but new highs did not expand, setting up a downturn and subsequent afternoon bounce.  The Power Measure is firmly bearish, as is the PowerSwing Index.  This dragged the CTI lower, before it was able to make a fresh peak.  This is a choppy market, unable to sustain upward trendiness, but also unable to sustain a downtrend.  The Swing Trading Index has not confirmed a downturn, finishing at +107 after hitting +269 during the afternoon.  Tuesday's TWAP of ES 1138 was above Friday's level--the fourth straight day of rising average prices.  Note that both the Power Measure of short-term trendiness and the longer-term PowerSwing Index are near levels recently associated with short-term market bottoms.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was modestly stronger than average and Institutional Selling was slightly lighter than average, contributing to yet another rise in the Composite and keeping prices above their 1/16 lows on the selloff.  Money Flow was negative on the day, however, as was Institutional Sentiment.  The latter is also near a level associated with short-term market troughs.  I am following the Sentiment Oscillator closely for signs of improving sentiment, which would be supportive of higher prices.  What this means is that institutions have been buying on balance (per the Composite), but are far from euphoric in their pricing of futures (per the Sentiment measure).  This is a combination that has aided the bulls.

MOMENTUM:  Despite the selloff in the morning, the Demand/Supply Index was positive on the day, reflecting strength in the small and mid cap stocks.  Demand finished at 74 and Supply ended at 58.  This was the highest Demand number in over two weeks.  New 20 and 65 day highs also reflected strength, rising to 2302 and 1700.  New 20 and 65 day lows also rose to 359 and 58.  The 65 day highs in particular are showing considerable strength; normally these top out ahead of the overall market.  The Overbought/Oversold Index stayed firmly positive at +789.  We need to sustain negative numbers to confirm any downtrend.  The Market Turbulence Index was moderately below average, suggesting no imminent shift in trend.  High volatility stocks are dead even with low beta issues in relative strength, giving no definitive trend indication.

SUMMARY AND STRATEGY:  The usual strategy with a bearish Power Measure is to sell bounces that remain below the TWAP, and that is a viable intraday strategy for aggressive traders.  The fact remains, however, that new highs are expanding and stocks are making higher highs and higher lows day over day.  That is not a downtrend.  Until we see the market break its prior day's low with an expansion in the number of issues making fresh short-term lows, it is probably more prudent to play today as a breakout day.  This means fading runs at new highs that do not expand the number of stocks registering new highs, fading runs at new lows that do not expand new lows, and going with confirmed breakouts above yesterday's highs and lows.

Brett 

January 20, 2004 

We have 28 traders enrolled in the Idea Exchange.  If you plan to participate in the article swap and did not get an email from me with guidelines, please send me a note at steenbab@aol.com.  Those who have already submitted ideas/articles will hear back from me today with feedback; sorry for the delay. 

Market Update 

Data as of 1/16/03:

Position in the Market:  Flat. 

TREND: Prices inched higher on Friday and have held the high ground in Globex trading.  Friday's TWAP of ES 1135.5 was well above Thursday's level, and we sit above that mark as I write.  The Power Measure is in neutral territory, reflecting the market's choppiness.  That puts us in breakout trading mode for intraday trading, with Friday's highs and lows as parameters.  Upside or downside breakouts accompanied by an expansion in the number of stocks registering short-term new highs/lows will be sufficient to shift the Power Measure one way or another.  Meanwhile, the Cumulative Trend Index is nearing its rally highs.  A move to new peaks would be supportive of the bull trend.  We are still in bearish territory on the PowerSwing Index, however, and the Swing Trading Index closed at a neutral +35, where it appears to be tracing out a pattern of lower highs with each move up in the market.  The unusual scatter among the trend measures, with the PowerSwing near its recent lows and the CTI near its highs, suggests that we have been correcting internally during the last week or two.  Any swing decline may be relatively short-lived, placing us close to a market correction and close to a short-term market low all at the same time.  

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was modestly stronger than normal on Friday, and Institutional Selling was in the normal range, pushing the Composite a little higher.  As mentioned last week, this is a major factor keeping the market up despite seemingly overbought conditions.  Money Flow was modestly stronger on the day, as was Institutional Sentiment.  We need to see weakness in these numbers before taking the short side of this market on anything more than a scalping basis.

MOMENTUM:  Buying pressure, as measured by the NYSE TICK, remains positive, though weakening.  The Demand/Supply Index finished neutral, with Demand at 47 and Supply 46.  We need to see strength in the Cumulative DSI to support continuation of the bull run.  New 20 and 65 day highs rose nicely to 1908 and 1398, while new 20 and 65 day lows fell to 289 and 44.  Such high-low strength is supportive of the bullish trend.  The Overbought/Oversold Index is moderately overbought at +1078.  We cannot grade the swing trend bearish until we sustain negative numbers on the OB/OS.  The Market Turbulence Index closed in an average range, with high volatility stocks outperforming low beta issues, consistent with a bullish short-term trend.

SUMMARY AND STRATEGY:  We are in neutral, breakout trading mode intraday, but the bias has to continue to the upside as long as we see higher highs, higher lows, strength in the number of stocks making 20 day highs, and an institutional bias to the buy side.  Dips that remain above the ES 1135-1136 TWAP are candidates for purchase for aggressive traders; in general, the breakout mode (fading unconfirmed moves to Friday's highs and lows; trading breakouts validated by expansion of new highs/lows) is the operative strategy for the day.   

January 19, 2004 

Thanks to all who responded to the Idea Exchange.  An email will go out today with guidelines and a deadline for the articles.  If you responded and don't get an email later today, please email me right away at steenbab@aol.com.  Participants in the Idea Exchange should also watch their email inbox for a research treat I'll send their way.  :-)
Research Note - Ninety Percent Days 

I decided to look at days, like we have seen recently, where the S&P 500 has hit a new six month high and where 90% of the stocks making 52 week highs and 52 week lows are new highs.  Going back to 1965, this has meant that 15 or fewer stocks are making new lows and, generally, 100 or more stocks are making new highs.   

For the total sample of 9545 days covering 1965 to 2003, the average forty day price change was 1.211%, with 5706 days up, 3839 down. 

The S&P hit a 120 day high on 960 of those days.  The next forty day average price change was 1.209%, with 604 up and 356 down.  In short, knowing that the S&P made a six month high had no predictive value. 

When we break down the six month high occasions by new highs and new lows, however, a pattern emerges.  After the strongest days, when 90% of the issues making new highs vs. new lows are at highs (N = 397), the next forty day change averages 2.110%, with 273 occasions up and 124 down.  When new highs are less than 90% of the new high/new low total, the next forty day change averages only .574%, with 331 occasions up and 232 down. 

Interestingly, when new highs are less than 70% of the new high/new low total (N=180), the average change over the next forty days is (-1.109%), with 83 occasions up and 97 down. 

To summarize, markets making new highs at a time when a large proportion of stocks are making new highs vs. new lows tend to continue higher.  Markets making new highs at a time when relatively few stocks are participating in the move tend to reverse.  This principle applies to multiple time frames with significant implications for trading upside breakouts. 

January 18, 2004 

I'm raising the stakes for those on the fence about participating in the Idea Exchange, as this is the last call for participants.  I will submit two articles, both covering proprietary material not to be found on my site--or anywhere else, to my knowledge.  Remember, only those who participate in the Exchange will get copies of the articles.  I believe there will be more tradable ideas in the Exchange than one can find in most of the books or seminars you see out there.   I will be emailing all participants late today with guidelines and a generous deadline for submission.  See yesterday's blog entry and the entry from last Sunday, 1/11 for details.   

Here's the first in a Chart of the Week article series illustrating trading ideas.  Here's a larger chart for inspection.  See also the article on Institutional Sentiment; here's the current sentiment chart. 

Talk about sentiment: Check out the sentimenTrader site.  Lots of good short and intermediate-term indicators are followed on the site.  My other favorite indicator site is Decision Point.  Loads of sector index charts and unique measures, such as the advance-decline lines for specific indexes and the % of stocks above moving averages for each index.  Both services are reasonably priced; I subscribe to both. 

January 17, 2004
Wouldn't it be nice to poll institutional traders about how they feel about the market and get their responses in real time as the trading day progresses?  Here is the new article on the Institutional Sentiment measure, which relies on the principle that actions speak loudest. 

Note:  There has been a nice pickup in the number of traders interested in the proposed Idea Exchange, where all participants (including myself) will submit a short article on a trading technique or approach.  All submissions will be shared among all participants.  Details in the Sunday 1/11 entry below; please email me at steenbab@aol.com if you're interested in participating. 

January 16, 2004 

Research Note
Tomorrow I will post an article about the new intraday Institutional Sentiment indicator.    

Market Update 

Data as of 1/15/03:

Position in the Market:  Flat. 

TREND: A choppy day of trading left the Power Measure of short-term trendiness in neutral territory, placing us in breakout trading mode.  Interestingly, despite recent highs in the SP, the PowerSwing measure, which has been weak of late, is in territory consistent with a short-term market bottom.  Nor is this the only measure closer to a bottom than a top (see below).  The Cumulative Trend Index pretty much followed the market's intraday swings, remaining below its bull highs despite those higher SP levels.  The Swing Trading Index hit -298 in the morning, but closed at its day's high of +152, reflecting the inability of the market to sustain a downside trend.  Thursday's TWAP of ES 1130 was ahead of Wednesday's level, consistent with a bullish short-term trend.

INSTITUTIONAL TRADING MONITOR:  Well, for the ninth session out of ten, we have seen positive Institutional Buying.  Yesterday, however, Institutional Selling was also heavier than normal, contributing to the day's choppiness.  The Composite was up modestly on the day, which has played no small role in containing the market's attempts at decline.  Money Flow also closed stronger.  Meanwhile, Institutional Sentiment edged higher.  Like the PowerSwing Index, it is closer to a market low than high, despite recent price strength.

MOMENTUM:  The Demand/Supply Index was negative on the day despite seeing new highs in the SP.  Demand finished at 41 and Supply ended at 63, taking the Cumulative DSI modestly lower.  New 20 and 65 day highs dipped slightly to 1678 and 1219, and new 20 and 65 day lows ended at 310 and 66.  The balance between new highs and lows has remained steady for over two weeks now--with a decided edge to the new highs.  The Market Turbulence Index hit a significant 40 during the day, suggesting raised odds of an imminent short-term trend shift, with high beta stocks dead even with low volatility issues in relative strength.  The Overbought/Oversold Index stayed in positive territory all day, reflecting little selling momentum.  The Efficiency Index is near levels associated with short-term market lows; it has been a good timing measure during the market rise.

SUMMARY AND STRATEGY:  We're in breakout territory with a neutral trend, which means that we fade moves at yesterday's highs and lows that fail to expand the number of stocks registering fresh short-term highs and lows, and we trade confirmed breakouts from yesterday's range.  Dips that remain above the ES 1130 TWAP can be purchased for intraday tests of the highs.  Several indicators are at levels consistent with a market top--the Cumulative DSI, Cumulative TICK, Money Flow, and the Institutional Composite.  Others are at levels consistent with a short-term bottom--the Efficiency Index, Sentiment, and the PowerSwing Index.  In the past, such contradictions have been resolved when the market has made relatively flat corrections, which would put us near highs and lows going forward.    

January 15, 2004 

Research Note
With inspiration from the sentimentTrader site, I have assembled a trial version of a measure of intraday Institutional Sentiment.  The measure is based on two factors: 1) the willingness of institutional participants to trade the index futures at a significant premium or discount to a fair value benchmark; and 2) the persistence of these premiums or discounts.  By taking several measures per minute, focusing on institutional activity rather than activity by small traders,  and distinguishing significant deviations from fair value from random noise, it is possible to infer sentiment from actual institutional behavior. I will prepare an article on the measure this weekend.   

Market Update 

Data as of 1/14/03:

Position in the Market:  Flat. 

TREND:  Yesterday's entry noted that several measures placed us near a short-term low, though the swing measures were more cautious.  The market lost no time following through, rallying from the outset of trading, shrugging off a midday drop, and rallying significantly in the afternoon before turning down late in the session.  This action turned the Power Measure decidedly bullish and took the Cumulative Trend Index meaningfully higher, though still below rally peaks.  The Power Swing Index remains in negative territory, raising doubts about this being a fresh bull leg in the market, and the Swing Trading Index closed at a neutral -5 after spending much of the day in negative territory.  Wednesday's TWAP of ES 1126 was well ahead of Tuesday's level, consistent with a bullish short-term trend.  

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly stronger than normal, and Institutional Selling was significantly lighter than usual, sending the Composite measure to fresh highs.  It will be difficult to sustain any downtrend as long as institutional activity is skewed to the buy side.  Money Flow has been more restrained, though up on the day.  Interestingly, Institutional Sentiment was actually more cautious on the day, indicating no abundance of euphoria on the rise.  This also is supportive of market strength.

MOMENTUM:  The Demand/Supply Index turned positive, with Demand finishing at 60 and Supply at 37.  This took the Cumulative DSI nearer to the important 30 region, which has marked recent tops.  New 20 and 65 day highs remain persistently high at 1744 and 1230, and new 20 and 65 day lows dropped to 245 and 71.  Until we see an expansion of 20 day lows, the bias remains to the upside on an intermediate-term basis.  The Market Turbulence Index gave significant hourly readings early in the day--a common signal of a valid trend shift--with high volatility issues extending their relative strength lead over low beta stocks.  The Overbought/Oversold measure returned to positive territory after hitting the zero region--a reliable pattern in bull market trends.

SUMMARY AND STRATEGY:  This continues to look like a consolidating market, and so far the consolidation is occurring with minimal damage to price.  The short-term trend is positive, and buying dips that remain above the ES 1126 TWAP is the operative intraday strategy.  I would not be chasing market moves to or above yesterday's highs that do not expand the number of stocks registering short-term highs, given the toppiness of the swing measures.  Market drops should be relatively brief and contained, however, as long as institutional participation is biased to the buy side.  Major corrections do not normally begin from such modest levels of institutional sentiment. 

January 14, 2004 

Market Update 

Note:  I have received emails from traders interested in the proposed Idea Exchange, where all participants (including myself) will submit a short article on a trading technique or approach.  All submissions will be shared among all participants.  Details in the Sunday 1/11 entry below; please email me at steenbab@aol.com if you're interested in participating. 

Data as of 1/13/03:

Position in the Market:  Flat.  My exit from the short position turned out premature, in reaction to surprising continued strength in Institutional Buying during the market's downturn.  We are nearing levels that have corresponded to short-term bottoms on the Efficiency Index and Power Measure, though the swing measures such as the STI and NYSE TICK still are nowhere near typical bottom levels.  So I wouldn't be surprised to see a bounce in the near future, and I wouldn't be surprised to see it fail to move the markets to meaningful new highs.

TREND: The Power Measure had been signaling weakness, and the market broke below Monday's lows, taking both the Power Measure of short-term trendiness and the PowerSwing Index further into bearish territory.  The Cumulative Trend Index also hit a recent low, and the Swing Trading Index closed in negative territory at -176.  Tuesday's TWAP of ES 1120 was below Monday's level, consistent with a short-term bearish trend.  We are well above the TWAP in pre-opening Globex trading as I write, increasing the odds that we have seen a short-term momentum low for the market.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was modestly stronger than average, surprising for a down day, while Institutional Selling was heavier than normal.  This set up a shallow decline in the Composite, which was mirrored by a modest decline in Money Flow.  The modest selling balance is more typical of a consolidating market than one in full-blown decline.

MOMENTUM:  The Demand/Supply Index took a negative turn, with Demand closing the day at 37 and Supply at 61, sending the Cumulative DSI below its recent peak.  We need to see a positive balance to resume any uptrend.  New 20 and 65 day highs fell to 1596 and 1095, and new 20 and 65 day lows ended at 388 and 81.  The balance of new 20 day highs to lows remains bullish.  The Market Turbulence Index closed once again in an average range, suggesting no imminent shift of trend.  High volatility issues are underperforming low beta stocks, consistent with a short-term downtrend.  The Overbought/Oversold Index is at a neutral +67 after dipping into negative territory late in the afternoon.  Holding above the zero market would be supportive of higher prices.

SUMMARY AND STRATEGY:  It is premature to buy this market, given the bearish trend indications.  The late day and overnight strength, however, take away our usual strategy of shorting bounces that remain above the TWAP.  Accordingly, I am in breakout trading mode, looking to fade moves to yesterday's highs or lows that do not expand the number of stocks making fresh short-term highs/lows and looking to trade confirmed breakouts from the previous day's range. 

January 13, 2004 

Trading Note 

Covered SPY short position @ 11:14 ET; 112.74 +.10.  Continued institutional buying took me out of the trade.  More in tomorrow's blog.  

Note:  Interested in sharing trading techniques with other traders?  The Idea Exchange is described below in the Sunday 1/11/04 blog.   

Research Note 

This has been a persistent market advance.  One way we can see this is by looking at the 30 day average of the percentage of NYSE Issues making 52 week new highs.  The last few days, this 30 day average has exceeded 10%.  Since 1965, this has only happened on 81 days (out of 9665) and only during four periods of market history:  February, 1971; February and March, 1976; October and November, 1982; and March and April, 1986.  Note that each of these four occurred either early or in the middle of a bull market and was followed by further gains before a bear market set in.  Indeed, the average gain for the S&P 500 looking forward 90 days was 5.81%, with 76 occasions up and 5 down.  The average 90 day gain for the entire sample (1965 - Present) was 2.78% (6060 up, 3605 down).  Once again, it shows how market strength begets market strength. 

Market Update 

Data as of 1/12/03: 

Position in the Market:  Short SPY, given the failure of the large caps to make new highs despite significant buying pressure and weakness in the trend measures.  A rise to new highs accompanied by an expansion in the number of stocks registering 20 day new highs would stop me out of the position.    

TREND: The choppy market rise left the Power Measure in negative territory and dropped the PowerSwing Index into the red as well.  The Cumulative Trend Index moved higher, but finished short of its recent highs.  We were able to make new highs in the secondary indexes, however, and avoid breaking previous day's lows on the large caps.  The Swing Trading Index closed at a neutral +56 after dipping briefly into negative territory.  Monday's TWAP of ES 1123 was modestly below Friday's level.  The trend measures are deteriorating, but we need to see lower lows day over day to confirm any downtrend.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly stronger than normal, and Institutional Selling was significantly lighter than average, facilitating the rise in the afternoon and driving the Composite to a new recent high.  Money Flow was up on the day, but more modestly.  As long as Buying outweighs Selling, it will be difficult to sustain a downturn.

MOMENTUM:  The DSI was relatively flat on the day, with Demand at 49 and Supply at 45, as the Cumulative DSI continues to hover in relatively high territory.  New 20 and 65 day highs dropped to 1854 and 1274--still quite strong--and new 20 and 65 day lows ended at 304 and 81.  A sharp drop in 20 day highs and rise in 20 day lows is needed to confirm the start of a swing downtrend.  An expansion of new 20 day highs above the 2328 registered on 1/5 would sustain the uptrend.  The Market Turbulence Index closed at an average 26, with high beta stocks outperforming low volatility issues.  This is consistent with a short-term uptrend.  The Overbought/Oversold Index remains in modestly positive territory at +471 after dipping to +87 during the day.  The ability of the OB/OS to hold above the zero region on intraday dips is typical of uptrending markets.

SUMMARY AND STRATEGY:  No question the evidence is mixed.  We have bearish readings on the Power Measure, and that normally means that we sell bounces in the market.  We closed well above the TWAP, however, failed to make new lows, and saw substantial institutional buying.  I have a tight rein on my short position, but it would take an upside breakout on continued institutional buying strength with new highs and an expansion in the number of stocks making new highs to move me to the buy side.  Intraday, I am viewing this as a neutral, breakout market, and will lean toward fading any move toward recent highs or lows that do not expand the number of new highs/lows.  

January 12, 2004 

Trading Note 

Given ongoing weakness in the Power Measure and CTI, I am now short the market (SPY 112.86).   

Note:  Interested in sharing trading techniques with other traders?  The Idea Exchange is described below in Sunday's blog.   

Market Update 

Data as of 1/9/03: 

Position in the Market:  Flat.

TREND: The market sold off in the morning, made a run at recent highs, then sold off late in the afternoon.  When all was done, the Power Measure of short-term trendiness had turned bearish, while the PowerSwing Index continues bullish, though at lower levels.  Rather dramatic weakness in the Cumulative Trend Index raises the prospect that we have put in a short-term high in the market.  The Swing Trading Index closed at a neutral +49, well off its day's highs.  Friday's TWAP of ES 1125 was slightly lower than Thursday's level.  At this juncture, the market is behaving in a toppy fashion.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was average, but Selling was significantly heavier than normal, contributing to the late weakness.  The Composite turned downward, as did Money Flow.  We need to see strength in these two measures to return to a short-term uptrend.

MOMENTUM:  The DSI closed with a negative balance; Demand finished the day at 37, while Supply ended at 74.  The Cumulative DSI closed well below the important 30 level that has marked many recent short-term tops in the averages.  New 20 and 65 day highs actually rose to 1980 and 1383, revealing strength in the small and mid cap stocks, while new 20 and 65 day lows also rose to 297 and 98.  We are seeing waning momentum in the NYSE TICK and a notch downward in the Cumulative TICK.  Momentum remains positive on the Overbought/Oversold measure, however, at +265.

SUMMARY AND STRATEGY:  The short-term trend is down, but we are not yet getting confirmation of a new bear swing in the STI, PowerSwing Index, or New Highs/Lows.  Indeed, the 20 day Highs/Lows remain quite strong.  Selling bounces that remain below ES 1123 is the operative intraday strategy.  I would not be buying this market unless we break above Friday's highs on an expansion of stocks making fresh new highs.  A break below Friday's lows that expands the number of new lows would sustain the downtrend and likely turn some of the swing measures bearish as well. 

January 11, 2004 

The Cumulative Trend Index is a running sum of my best indicator of short-term trend, the Power Measure (see Glossary article).  It takes advantage of the market's tendency to increase choppiness and decrease trendiness prior to short-term trend reversals.  Note how weakness in the CTI preceded Friday's market dip and puts us on alert to take profits on upward moves next week that fail to move the indicator to new highs and fail to expand the number of stocks registering fresh 20 day highs.

This past week, the Trading Psychology site averaged over 200 visitors per day for the first time.  I want to thank everyone who has contacted me with supportive feedback and worthwhile market observations.  

I am in the process of writing an article that describes a simple trend measure and how it can be used in trading.  The article will disclose the measure's construction and its application to multiple time frames and markets.

Here's the catch.  I won't give away the article.  Nor will I accept money for it.  

The only way readers can obtain the article is to send me an article of their own detailing an original trading methodology.  I will assemble all the articles people send (please use MS Word and send to the email address in my bio) and distribute the articles to all participants.  The more people that participate, the greater the return on everyone's investment of time and energy writing up their ideas.  You can participate anonymously or for attribution.

Feel free to write to me if you have any questions.  Please do not submit rehashed, unoriginal material ("I trade the highs and lows of the 14 period RSI"), and please write up your ideas in sufficient detail that the method can be independently employed by others.  Examples of the trading method should be included.  I don't expect people to submit tested trading systems; only ideas that might be incorporated into systems.  Thanks again for your interest!   

January 10, 2004 

This psychological questionnaire assesses unique dimensions of experience and might provide some insight into factors that either facilitate or interfere with trading.   

January 9, 2004 

Market Update 

Data as of 1/8/03: 

Position in the Market:  Flat.

TREND: The market opened strong, pulled back, and spent the rest of the day climbing back to the morning highs.  The relatively flat action left the Power Measure in neutral territory, which puts us in a breakout trading mode.  The PowerSwing Index remains bullish, and the Swing Trend Index expanded further into positive territory, closing at +377.  The Cumulative Trend Index dipped lower, however, reflecting the choppy market action.  Thursday's TWAP of ES 1127 was well ahead of Wednesday's level, consistent with a short-term bullish trend.  In all, we have to treat the trend as bullish, while recognizing that the short-term trend will most likely turn bearish on any move below ES 1118.

INSTITUTIONAL TRADING MONITOR:  Money Flow continued strong, consistent with a bullish trend.  Institutional Buying was average, as was Institutional Selling, creating little change in the Composite.  The Cumulative NYSE TICK continued strong, reflecting buying pressure in the market.  As the data have been suggesting for a while, we still are not seeing the selling pressure needed to create a meaningful correction in this market.

MOMENTUM:  The Demand/Supply Index was modestly positive on the day, with Demand at 52 and Supply at 40.  As long as the Cumulative DSI creeps higher, the trend remains bullish.  New 20 and 65 day highs closed at 1886 and 1099; new 20 and 65 day lows finished at 273 and 72.  Until we see a meaningful expansion of new lows vs. highs, the intermediate-term uptrend is intact.  The Market Turbulence Index hit an elevated 40 during the day before closing at 34, suggesting a possible trend shift in the offing.  High volatility stocks continue to outperform low beta issues, consistent with a short-term uptrend.  We touched below zero on the Overbought/Oversold measure before closing positive.  A return to negative levels would suggest a short-term trend shift to the downside.

SUMMARY AND STRATEGY:  The trend measures continue to lean positive on balance, but a break below yesterday's lows accompanied by an expansion in the number of stocks registering fresh short-term lows would turn the Power Measure bearish.  A rise above yesterday's highs accompanied by an expansion of new highs would sustain the recent uptrend.  Yes, we are historically overbought; yes, momentum has been waning in the last seven sessions.  Until we see outright selling by the institutions, however, and an expansion of new lows, the path of least resistance remains up. 

January 8, 2004 

Note:  Research entry on Money Flow appears below.  Compiled entries on the SOX to Stocks Ratio are now archived among the Articles. 

Market Update 

Data as of 1/7/03: 

Position in the Market:  Flat.

TREND:  The market shrugged off early weakness to close higher, particularly on the ND and small cap indexes.  The Power Measure and PowerSwing Index both closed in positive, bullish territory, and the Swing Trading Index expanded to +235.  Wednesday's TWAP of ES 1120 was even with Tuesday's level.  The Cumulative Trend Index moved higher, yet still remains off its peak.  New highs in the CTI would be supportive of the intermediate uptrend; a move to negative territory on the PowerSwing Index and STI is needed before selling this market on anything more than an intraday basis.

INSTITUTIONAL TRADING MONITOR:  Money Flow was modestly positive on the day.  Institutional Buying was average and Institutional Selling was modestly higher than average, contributing to a slightly negative Composite.  Continued highs in the Composite would support the uptrend; a decline in the Composite and in the NYSE Cumulative TICK would raise the odds of a correction.

MOMENTUM:  The Demand Supply Index was slightly negative, with Demand at 48 and Supply at 55 and a Cumulative DSI at its recent highs.  The DSI numbers have been very modest for the past six sessions, suggesting waning momentum to this rise.  New 20 and 65 day highs dropped to 1843 and 1072, while 20 and 65 day lows finished at 261 and 67.  We have not seen a meaningful expansion of new lows even when the market has dropped, keeping momentum on the positive side.  The Market Turbulence Index closed at a modestly elevated 32, with a significant final hourly reading.  High volatility stocks continue to outperform low beta issues, consistent with the short-term uptrend.

SUMMARY AND STRATEGY:  It's been pretty much the same message for quite a few days now: positive trend and waning momentum, with higher prices supported by institutional participation.  New highs in the major averages accompanied by an expansion in the number of stocks registering fresh short-term highs would sustain the uptrend; a drop below ES 1114 would likely turn the trend measures neutral/negative.  Buying dips that remain above the TWAP continues as the operative intraday strategy. 

Research Note - Money Flow 

I came across an interesting tidbit regarding the Money Flow indicator.  Between May, 1998 and the present (N = 1480), the average next day change in the SP 500 Index is -.002% after the SP has been up the previous day (N = 742; 355 occasions up; 387 down) and .033% after the SP has been down the previous day (N = 738; 386 occasions up; 352 down).

When the SP has been up for the day and my Money Flow Index has exceeded 10,000, however, (N = 49), the average next day change is -.380% (18 occasions up; 31 down).  When the SP has been down on the day and the Money Flow is below -7000 (N = 82), the average next day change is .324% (56 occasions up; 26 down).  

Very high absolute levels of money flow--which is related to institutional activity--seems to facilitate next day reversal.  In that vein, the last five extreme negative readings in Money Flow came on 10/22 (-7305); 9/30 (-9401); 9/24 (-10,563); 6/30 (-10,248); and 5/19 (-9472).  All were excellent buying opportunities.  The last time we saw Money Flow exceed +10,000?  Three days in March, 2003 to kick off this bull market (3/13, 3/17, 3/21). 

January 7, 2004 

Market Update 

Data as of 1/6/03: 

Position in the Market:  Flat.

TREND:  The market held above its TWAP during morning selling, setting up a gradual afternoon rise.  The Power Measure and longer-term PowerTrend Index remain bullish, and the Cumulative Trend Index moved higher on the day, though staying below recent highs.  Tuesday's TWAP of ES 1120 was above its prior day's level for the seventh consecutive day.  The Swing Trend Index closed in modestly bullish range at +105.  On a different note, short-term equity put-call ratios have returned to very low levels.  Recently, this has been associated with pauses in the market, but not outright declines.  All in all, we continue to see higher highs and higher lows and good institutional participation, and that sustains a short-term bullish trend.

INSTITUTIONAL TRADING COMPOSITE:  Money flow was relatively flat on the session.  We saw modestly above average Institutional Buying and average Selling on Tuesday, with a small rise in the Composite.  Interestingly, this is the third consecutive day of positive Institutional Buying after six lighter-than-average days.  This is helping to sustain the rally.

MOMENTUM:  We were slightly positive on the Demand/Supply Index, with Demand at 49 and Supply at 47.  Both numbers are low, which tends to occur before market breakouts.  The Cumulative DSI continues to hover around 30, a region that has been associated with swing tops in the market.  New 20 and 65 day highs dropped to 2145 and 1270--still quite strong--and new 20 and 65 day lows finished at 241 and 65.  New twenty day highs minus new lows that have exceeded 2000 have tended to mark momentum swing highs in the recent bull market.  The Market Turbulence Index closed at a below average 14, suggesting no imminent trend change.  High volatility stocks continue to outperform low beta issues, consistent with a bullish market trend.  We continue to see positive short-term momentum on the Overbought Oversold Index.

SUMMARY AND STRATEGY:  The trend remains up, and--as before--buying dips that remain above the TWAP of ES 1120 is the intraday strategy.  Until we see a break where we make lower lows day over day and negative readings on the STI and Power indicators, no top of importance will be in place.   

January 6, 2004 

Trading Update 

Exited short trade at 09:48 ET; SPY 112.24; (-.18 pt).  Continued institutional buying; will await a more favorable short entry. 

Market Update 

Data as of 1/5/03: 

Position in the Market:  Short; the position will be stopped out if we get bullish readings from the Power Measure and an expansion of 20 day highs among the basket of stocks replicating the SP 500. 

Note:  See Research Note on David to Goliath ratio below.

TREND:  The market recovered from an early afternoon dip to power its way to new highs.  The Power Measure of short-term trendiness fell to negative territory before closing in the neutral range.  Monday's TWAP of ES 1116 was well above Friday's level, consistent with a short-term uptrend.  The PowerSwing Index continues bullish.  The Swing Trading Index also closed neutral at -7.  We continue to see weakness in the Cumulative Trend Index, which often occurs late in a market advance.  Nevertheless, as long as we see higher highs, higher lows, and expanded new highs in the market, the short-term trend remains bullish.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was significantly stronger than normal, and Institutional Selling was significantly lighter than usual.  The result was a rising Composite and a day that finished near its highs.  Money Flow also broke out to a new high, confirming strong institutional participation.  The uptrend is intact as long as we see such strength.

MOMENTUM:  The Demand/Supply Index was surprisingly modest considering the day's upthrust.  Demand finished at 82; Supply at 50, with the Cumulative DSI back at its recent peak of 30.  We saw impressively expanded 20 and 65 day new highs at 2328 and 1401; new 20 and 65 day lows finished at 244 and 58.  The expansion of 20 day highs suggests that there is still momentum thrust left in this market.  At a reading of 11, we see no imminent sign of trend change from the Market Turbulence Index; high beta stocks are outperforming low volatility issues, consistent with a bullish short-term trend.  The Overbought/Oversold Index moved back into positive territory after touching the zero area; this is typical action in a bullish trend.

SUMMARY AND STRATEGY:  The trend remains bullish and buying dips that stay above ES 1115 remains the operative intraday strategy.  I tried to front-run my swing timing measures given the weakness in the Power Measure/CTI, but the market so far has not played along.  Momentum has been waning, but remains positive, and that continues to give us higher prices. 

Research Note - David to Goliath Ratio
Recently, I have been exploring the SOX to Stocks ratio and have found that, when the Philadelphia Semiconductor Index outperforms the S&P 500 Index, returns for the SP tend to be above average, and when the SOX underperforms the SPX, returns are subnormal.  This has held true from time spans ranging from 1-20 days. 

One possible explanation for this effect is that the SOX is more volatile than the SPX and thus tends to lead during bullish trends and lag during bearish ones.  This is the logic underlying the Market Turbulence Index (see Glossary).  To test this notion, I created the David to Goliath Ratio:  the relative performance of the Russell 2000 small-cap stocks (RUT) to the S&P 500 large caps (SPX).  If sector volatility is responsible for the leading relationship to the SP, we should see the RUT behave similarly to the SOX. 

Here are results for one day data from 1994 to the present (N = 2429).  When SPX is up (N = 1276) and RUT outperforms SPX (N = 495), the next day's average SPX change is .108% (267 occasions up, 228 down).  When SPX is up and RUT underperforms SPX (N = 781), the next day's average SPX change is .022% (403 occasions up, 373 down). 

When SPX is down (N = 1153) and RUT outperforms SPX (N = 756), the next day's SPX change averages .160% (426 occasions up, 330 down).  When SPX is down and RUT underperforms (N= 397), the next day's SPX change averages -.214%. 

These findings are very consistent with the SOX results.  When the market is up, there is greater continuation when the volatile issues are outperforming the big caps.  When the market is down, there is greater likelihood of continuation when the volatile issues are underperforming--and greater likelihood of reversal when they are outperforming.

January 5, 2004 

Trading Update 

I have taken an initial short position in the market @ 10:02 ET; SPY 112.06.  Details in tomorrow's blog. 

Market Update 

Data as of 1/2/03: 

Position in the Market:  None 

Note:  See Research Note on short-term SOX to Stocks ratio below and yesterday's entry re: market alerts. 

TREND:  The market reversed its early gains Friday and closed with a loss, but did not expand the number of stocks making new lows.  The Power Measure finished the session just barely in bullish territory.  Friday's TWAP was above its previous day's level for the fifth straight session, closing at ES 1112.  The Swing Trading Index closed in neutral territory at -77, and the Cumulative Trend Index fell sharply from its recent highs--both raising concerns re: the possibility of a looming correction.  The PowerSwing Index remains bullish, however, and as long as we do not get an outright bearish reading from the Power Measure, buying dips will remain the operative intraday strategy. 

INSTITUTIONAL TRADING MONITOR:  Friday reversed the recent pattern, as we saw above average Institutional Buying for the session, but also stronger than average Institutional Selling.  The Composite was relatively flat on the day, and Money Flow into the market continues to wane despite higher prices.  We need to see a continued rise in the Composite to sustain the market uptrend. 

MOMENTUM:  The Demand/Supply Index was relatively flat on the day, with Demand at 53 and Supply at 55.  We need to see a positive DSI balance to sustain an uptrend.  The Cumulative DSI has dropped below 30; a continued decline would fit the pattern for recent market corrections.  New 20 and 65 day highs failed to expand during the market's early rise, closing at 1797 and 1057.  But new 20 and 65 day lows also did not expand, closing at 242 and 65.  There is little risk of a market downturn if new 20 day lows do not expand.  The Market Turbulence Index closed at an average 22, with high beta stocks outperforming low volatility issues.  This is supportive of a bullish short-term trend.

SUMMARY AND STRATEGY:  The short-term trend remains bullish, despite recent alerts of a pending market top.  Dips that remain above the ES 1112 TWAP are candidates for intraday purchase; a drop below ES 1102 would likely reverse the uptrend--especially if accompanied by an expansion of stocks making fresh short-term lows.  A rise to new highs that expands the number of stocks registering new highs would sustain the uptrend and postpone any correction.   

Research Note - SOX to Stocks Ratio, Short-Term 

For the past two days of Weblog entries, I have explored a relationship that I call the SOX to Stocks ratio.  It is a simple measure of the relative performance gap between Semiconductor stocks and the large cap stock universe comprising the S&P 500 Index (SPX).  In general, I've found that, when the SOX outperforms the Stocks, the next period return for the S&P tends to be above average, and when the SOX underperforms the Stocks, the next period returns for the S&P are subnormal. 

Might this have value for short-term trading?  I looked at simple one day changes in the SOX and the SPX and how these affect the next day's return in the SPX (May, 1994 - Present; N = 2429).  When the SPX is up for the day and the SOX outperforms the S&P, the next day return on the SPX is .129% (N = 740; 393 occasions up; 347 down).  When the SPX is up for the day and the SOX underperforms the SPX, the next day return on the SPX is -.047% (N = 536; 277 occasions up; 259 down).  For the sample of up SPX days overall (N = 1276), the average next day gain was .055% 

How about the SOX to Stocks ratio when the market has been down?  When the SPX has been down on the day (N = 1154), the average next day change was .032% (607 occasions up; 547 down).  On days when the SPX was down and the SOX outperformed the SPX, the average next day change was .222% (N = 489; 288 occasions up; 201 down).  When the SPX was down and the SOX underperformed the SPX, the average next day change was -.107% (N = 665; 319 occasions up; 346 down).

It thus seems, even on a short-term time frame, that the SOX tends to lead the Stocks.  Why might this be?  Tomorrow I'll test a hypothesis.   

January 4, 2004 

Market Note - Sounding the Alerts
In my recent article detailing my swing trading methodology, I mentioned how measures of trend, institutional activity, and momentum behave in fairly predictable ways within windows of stationarity in the market.  When these measures reach regions associated with previous market peaks or valleys, I refer to this as an "alert".  Once the short-term trend shifts following a series of alerts across the three domains (trend, institutional activity, and momentum), we have a swing trading signal.  We are in alert territory on such measures as Money Flow, the Swing Trading Index, the Cumulative Demand/Supply Index, 20 Day Highs/Lows, the Cumulative NYSE TICK, and my short-term Overbought/Oversold indicator--all of which are at or near levels associated with recent market highs.  The Cumulative Trend Index has turned decidedly lower, the STI has dipped into negative territory, and Institutional participation in the market has been tepid.  A drop below ES 1102, accompanied by an expansion of stocks making new 20 day lows, would likely have me selling this market. 

Research Note - More SOX to Stocks Ratio 

Yesterday's entry summarized some findings regarding the relationship between the SOX Semiconductor Index and the broad SP 500.  From June, 1994 through 2003 (N = 2313 trading days), if the SOX led the SPX by 6% or more over a 20 day period (N = 719), the next 20 day return on the SPX was 1.28%, with 465 occasions up and 254 down.  If the SOX trailed the SPX by 6% or more over a 20 day period (N = 588), the next 20 day return on the SPX was only .46%, with 338 occasions up and 250 down.  The average 20 day return for the entire sample from 1994 - Present was .80% (1398 up/916 down).  A healthy SOX thus seems to bode well for Stocks.  Recently, the SOX has trailed the SPX by more than the 6% margin.  Tomorrow I'll post short-term findings on the SOX to Stocks Ratio. 

January 3, 2004 

Weblog Note - Changes for 2004 

As my own trading has shifted from pure intraday trading of the stock index futures to a longer-term trading horizon of a greater number of vehicles, my online diary--the Trading Psychology Weblog--has also undergone a great change.  Here are some of the continued changes I anticipate for 2004: 

	
	An expanded array of proprietary market measures - Many of these, like the Swing Trading Index, the Cumulative Demand/Supply Index, the Institutional Composite, Money Flow, New Highs/Lows, and the Composite NYSE TICK, will focus on the intermediate-term picture of the market, identifying longer-term swing trading opportunities.
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	Greater use of charts to provide an at-a-glance overview of market action.  
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	Greater reporting of market studies, especially using the Weblog measures.  These studies will identify occasions when the market is behaving unusually and will consult a historical database to determine what has happened subsequent to those occasions.
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	Ongoing research that I feed into the swing trading system, including research on monetary conditions and timing.  See this article for details.
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	Real-time reporting of the trades I place based upon my swing-trading system.  


Best wishes for a profitable and happy new year!

Research Note - SOX to Stocks Ratio 

One worthwhile direction for modeling is to investigate various sector indexes for their leading qualities relative to the broad market.  The tech indexes are especially promising in this regard, because they tend to be more volatile than the broader market and thus will lead in bullish trends; lag in bearish trends.  (This is the basic principle underlying the Market Turbulence Index--see the Glossary for details). 

Here we're looking at the SOX to Stocks Ratio or, more properly, the relative performance of the Philadelphia Semiconductor Index and the S&P 500 Index of large caps.  Note that, over the last 20 trading days recently, the SOX has been down more than 3% while the S&P has been up over 4%.  What happens after such divergence? 

The two most recent occurrences were April 3-April 12, 2000 and a set of three days in August and September, 2002 (8/15, 8/26, 9/3).  Twenty days later, the SP was down in both instances, by an average of a gut wrenching -5.87%.  During the previous bull market, however, the SOX/Stocks divergence did not yield subnormal future returns.  This fits well with my short-term modeling, in which market bounces in bear trends that are not matched by the high beta stocks tend to offer opportunities for shorting.  The present market cannot be graded a bear market, so I am hesitant to conclude much from the SOX/Stocks divergence.  Overall, from 1994 - Present, the average 20 day return is +.80% (N = 2313).  After all occasions in the past decade when the SOX has been down more than 3% and the SPX has been up more than 4%, the average 20 day return has been -.27% (N = 60).  

January 2, 2004 

Market Update 

Data as of 12/31/03: 

Position in the Market:  None 

Note: This weekend I will detail improvements for the Weblog in 2004.  See Glossary article for summary of the measures covered by the Weblog.

TREND:  After dipping into negative territory in the afternoon, the Power Measure closed the day neutral, which puts us in breakout trading mode.  The longer-term PowerSwing Index remains bullish.  Wednesday's TWAP of ES 1108 was slightly ahead of Tuesday's value.  The Swing Trading Index remains positive, though off its recent highs at +204.  Just a quick note unrelated to trend; we have had several days in the past week where intraday equity put/call ratios have been unusually low.  I don't put a great deal of stock in the intraday put/call ratio, but at the extremes it does have value for short-term trading.

INSTITUTIONAL TRADING MONITOR:  Institutional Buying was neutral on Wednesday; Institutional Selling continued significantly lighter than normal.  This is a major factor keeping the market higher.  I don't expect a breakdown in the market unless the Institutional Composite measure starts registering negative values.  So far, we've had seven straight days of lighter than normal selling.  Last time that happened was eight straight days ending 9/4/03.  The market picked up selling significant Institutional Selling after that point, closing over 1% lower in the following six sessions and ultimately around 3% lower by later in the month.

MOMENTUM:  The Demand/Supply Index closed with its first negative balance in six sessions, as Demand closed at 42 and Supply finished at 75.  This turned the Cumulative DSI measure back below the 30 level.  We need to see resumed positive DSI balances to continue any uptrend.  New 20 and 65 day highs rose slightly to 1873 and 1297; new 20 and 65 day lows also rose slightly to 307 and 118.  A rise above the 449 new 20 day lows registered on 12/19 would have me looking for a correction in the market.  Continued expansion of new highs will keep the bull snorting along.  We had a slightly elevated 32 reading on the Market Turbulence Index.  High beta stocks are performing slightly worse than low beta stocks, a development I have my eyes on--especially re: the secondary issues.

SUMMARY AND STRATEGY:  Selling early in the session and then later in the afternoon could not push the market significantly lower--particularly on the large cap indexes.  We are in breakout trading mode, but the PowerSwing Index continues us with a bullish bias.  Buying dips that remain above ES 1104 is the operative intraday strategy.  A rise to new highs with an expanding number of stocks registering fresh short-term highs will continue the uptrend; a break to new lows expanding the number of stocks making new lows will turn the Power Measure bearish.  There are many signs of our being near a market peak--some of which I will review tomorrow--so I would not chase market rises that fail to expand new highs. 

January 1, 2004
Research Update - Institutional Buying/Selling 

As the Glossary article summarizes, I have developed a number of unique, proprietary measures of market trend and momentum.  Most of these look at the individual stocks and sectors that make up the market and assess how they are moving relative to one another.  I have found that predictive efforts to model the SP/ES futures market can be meaningfully enhanced if one does not limit oneself to SP/ES futures data.  By examining the action of the stocks that comprise the SP index, important information can be gleaned as to the market's trending qualities and the probabilities that given trending moves will continue vs. reverse. 

One of the most important measures I have developed is the Institutional Trading Monitor, summarized each trading day on this blog.  The institutional measures are unique in that they separate out the buying and selling activities of the large players that move the market.  The Institutional Composite measure integrates buying and selling into a single indicator that can be viewed for strength/weakness relative to the overall market.  As a rule, you want to be long a market in which the Composite is rising; short a market where the Composite is falling. 

In reality, trading decisions are a bit more complicated than that.  It is possible for markets to keep rising on a falling Composite/falling on a rising Composite (although such moves are generally time-limited).  This, in part, is the result of divergent action within the Composite.  The buying and selling levels that are averaged in the Composite may be exerting different effects upon price over time.  This is very important. 

In this new chart, I plot the separate data for Institutional Buying and Institutional Selling versus the S&P ETF (SPY).  Note that the correlation between buying and selling is modest indeed--about .16 in the sample being charted.  (Note also that a rising Selling line means that there is lighter selling; i.e., more bullish impact upon the market; a rising Buying line means that there is heavier buying; i.e., more bullish impact upon the market).  Because Buying may be heavier or lighter than average does not at all mean that Selling will be the same.  The degree to which Buying and Selling exert differential effects on the market is reflected in the ultimate relationship between Institutional activity and price. 

We can see this in the new chart.  The market has been quite strong over the past couple of weeks.  But this is almost entirely due to lighter than average selling--not heavier than normal buying.  In the Composite, this is reflected as a tepid rise that has failed so far to make a new high.  But when we break out the Buying and Selling components, we can see that the market has been anything but tepid.  We have been seeing extremes of light selling and light buying. 

As long as this dynamic remains intact, the market's direction is not likely to change.  Should we pick up Institutional Buying over Selling in coming days, we could see an acceleration of the market's rise.  Should Selling come to the fore over Buying, reversing the current extremes, we could see a market correction.  This indicator thus helps us understand not only what the market is likely to do, but why it is doing it.  When you combine the Institutional measures with a measure of short-term trend or swing trend, you have a potent set of variables for modeling the market.   
